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OFFICE OF RUPORTS AND ESTIMATES, CIA
FAR PAST/FACIFIC BRANCH

INTELLIGENCE HIGHLIGHTS WC. 47
1 6 April - 12 April) 1949

SECTION 1, SUMMARY OF FAR EAST TREWDS ARD DEVELOPMENTS
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Establishment of a new ECAFE owmmmittos, which may be able to work
with less intrusion of pollitical issuss, waz the major accomplishment of
the recent BCAFE conferense in Banmgkek (p. 2).

Completion of s trade agreement betwsen Japsn and the Republic of
Yoren eppears to have been the signel for an end %o previous berter
arrengensnts between the Republie and the northern Kerean puppet staw (2. 2).

e .

Dissident elementz in northern Korea are reported for the first time
to be organising in the urbun areas (p. 3.

Regardless of the suoosss or fallure of ourrent peace discussions in
Peiping, Chinese Communists forces probably will cross the Yangiss within
the next slx weeks. Vhether this advence iz in the neme of & newly-
established ®coalition® govermment or a resumption of the shooting way,
the majority of Weticvmllsts atlll possescing military forces can te
expected to fall back and comtinus regional resistance (po. 3). Posaibvly
indicative of this trend is the recent report that Cantral Chine commender
PAY Chung-hsl is planning to pull back from his position et Hankow {n. 4).

wWoow W W W W T -

Despite the Burmese Govermment®s optimlstic announcement, the
expected “surrender" of insurgent ¥area forces did not mmterialize (p. 7)o

Dutch end Ropubliican orfioisls in Weet Java are competing for scontrol
over units of the creck Silimengi Division near Bandoeng (p. 7).

The Neciconaliste Perty, alreedy holding the balance of power in the
Philippine Senmate, ism expected to extend its control to the House (p. 8).

The merginal notations vred in succeeding soctions of This vieek.y
("a*, "B or ®C") indicate the importurce of the items in B/FE opinion ]
with "A" representing the most important. -
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SECTION I, DEVELOPMENTS IN SPECIFIED AREAS
GENERAL

ECAFE establishes Cormmittee on Inductry and Trade-e The Economic Cormisaion "BV
Tor Reia and the Far Eest (ECAFE) interim meeting whioh adjourned et Bangkok
en 5 April, althourh marked by less political scrimony than prevailed in
previous sessions, still took actions only preparatory to real economic
achievement, The Committee requested the Secretariat to meake several now
studies, emong them trede with Japan and the dollar shortage in the ECAVE
region, The most importent action, howover, was the establisbment, Ly en

i1 %o 1 vobe with the USSR dissembing, of & Committee on Industry cnd Trade.
Tro new committes will meot ennually in the spring and agein just before

the full ECAFE sessions oach fall. Initiative lemding to this eciion was
taken by the Indian delegate, while the US delegation did effective work in
reconoiling differences between the original Indian draft and e UX counter-
draft. The US delegation reports thet esteblishment of this Committee has
the positive virtbure of providing a permanent body capable of exemining the
economic mspects of ECAFE's work move or less froe from political issven,

 Ambassador Stenton, the US delegate, reports that he considers the
most positive velue of the session to the US was the goodwill engendered
emong Indien and other Asiatic delegations by US support of their strong
desirss to establish the Committes on Industry and Trade and our assistonce
in reconciling conflicting views, in sharp contrast to USSR obstructive
tastics which were resented by Asiatio members.

Befors the Bangkok session began thore had been some indication that
implementation of Point IV would be a primary topic for discussion. The
other delegations acquiesced, however, to the US desire to hold off any

'ECAFE resclutiome on Point IV until ECOSOC acts upon it following submission

of the Secretary Gemeral's study end report, at its July meeting,

Japan-Kores Trade Apreemsnt-« An arreement which contemplates a total rpu
exchnenge. of $176 miillion worth of goods in the next twolve months between the
Republic of Korea and Japen has been concluded by SCAP, ECA dnd Korean
representatives, Japan, under thiz plarn, will recoiw some $29 miilion
worth of Korean products, almost half the total value being in rice. The
rest will be made up of other foodstuffs; raw materials such as tungsten
concentrate, grephite, fluorite, anthracite dust and other minerals, and
semi-finished steel and scrap. Korea will receive in return some $49
milllon in sush Japansse industrial products as textiles, mining, transport
and communications equipment end parts, machinsry and mebal products,
coment, chemicals, ard drugs,
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Since the Korean Tepublic's economy is competitive with that of other
noneindustrial Far Essteyn countries, its retural trade orientation is
necegsarily towsrds industrial Japan, despite strong Rorean fears of a
return to the pre-liberation conditions of Japasnese economic domination.
Japan, in turn, has a critical need of Koreen rice imports. If, as secems
probable, Korea has no exportable rice surplug in the coming twelve months,
Japen nevertheless will have use for the dollars received for exports to
Kovea in order to purchgse imports elsewhare.

Simultaneous with the arnouncement of the SCAP-ECA trade agreerent,
the Korean Goverrment hes ordered suspension of all barter trade witn its
rirnpet neiphbor to the north, on the rrounds that northern Korean ticders
ac.hed as explonage arents for their Soviel-supported repime. US Occupation
officials in southern Korea generally have favored barter trade with the
north in the past on the grounds that even the small quantities of critical
materials so received have benefited the Republisc's economy sufficiently
to overshedow other considerations, It appears that the Korean Gowvurmment
now believes such oritiocal items can be proocured slsewhere with ECA-
supplied funds.

Members of the UN Commission on Korea (UNCOK), in contrast, have
advocated incressed barter with northern Kores ss a step towards reiwval
of economic barriers now existing along the %8th Parallel, thus imp smeunting
the UN mission of promoting Korean natiorsl solidarity. The Govermient’s
sction in ending barter may, therafore, reinforce the opinion of some UNCOK
members thet President Rhee is not sincers in his stated desire to assist
them in solving the problem of unification.

KOREA

Forth Korean underground-- Independent underground organizationa, huving non
only iimited arms and neither eentral dirsction nor leteral lieison, ere -
reported to exist in urban areas of northern Keree. In the larger rities,

group cormanders have been appointed, recormition sipns learned and weapons
sached, The mctual percentege o©f northern Koreans emrclled in these

ghadowy organizations is unknown, howaver, Fast reports have indieaied that

the potential opposition te the puppet regime in northern Korea includes’
militery persomel, farmers, laborers, students, policemsn and eiviliiens,

but this is the first report to iwdisate that any organlization of dizeidents

iz actually under way north of 33,

CHINA

Status of peace nepotiations«- Vhile Nationalist-Communist conversaions ®A®

preliminary Go "rormal" poace negotiations conmtinue in Peiping, it nppears

- unlikely thet the Nenking Govermment will agree to Communist demands for

virtusl surrender despite current Communist propaganda threats, military
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novements, end the informal "ultimetum” sent to Acting President L
Tsung~-jen. Although LI has assiduously sought a peace settlement, he
has repeatedly indicated his unwillingness to accept terms tantamount
to liquidation of remaining Nationalist power. In partial reply to
the Communist pressure, LI has sent NAO Tse-tung & dramatic appesl,
oiting the popular demand for peace in sll China and offering to
surrender himself for punishment &s a "war criminal.”
While attempting to saddle the Communiste with responsibility for
the probable bresk-down of negotiations, LI's regime meanwhile will
offer various counter-proposals, scek concessions, and try to prolong
the discussions as long as possible. Thers has been a definite trond
on the part of many Naticnalist leadsrs toward & resigned acceptance
of the idea of Co-munist domination; hence a dongerous drift towara
CCP/bSSR orientatiun, Despite this trend, if the LI-HO regime conw
c¢ludes an overall surrender agreement with the Chinese Communists, the
commitments probably will be repudiated by a majority of Nationalist
leaders, who will atte.apt continued resistence from the South &nd
claim that the "recognized” government still functions from Canton.
Meanwhile the Chiness Co: nmunists are likely to demand thet the
Nanking Government: (1) accept full responsibility for the civil war;
(2) repudiate CHIANG Kei~-shek end all treaties with the US; (3) transfer
to a Communist-controlled "coalition" ull of its authority s a "National
Government,” together with title to all assets; and (4) formally transfer
all Nationalist armies to the "conlition" for subsequent "reorgani:ation.”
Li*s jovernment can comply with all of the sbove demands simply
by signing an "agreement.” Such an "agreement" could not kwop the
Generalissimo from reclaiming his position as "President of the Re-
public,” destroy remaining anti-Cormunist forces, or deliver Naticnaliat
armies to the "comlition.. But it would greatly weaken the Generelissimo's
claim; it would confirm as "criminals" those refusing to surrender
Government assets and it would meke outlews of those ermies refusin g
to be "reorganized." Thus ull of these forces would become in eff'zct
the object of s Communist-led "bendit suppression” cempaipn.
If the Nanking government sipgns such an apgreement, its leaders
will be removed from the "wsr criminal™ list and accepted into the
"coalition." If those lesders refuse to sign--and they will not ba
allowed much more time--the Chinese Communists will resume the offonsive.
Whether in the name of the "coalition" or the Chinese Communist Party
alone, Communist armies probably will cross the Yangtze within the
- next six weeks,

Hankow evacuation plans-- As superior Communist forces continue I
their southern push along the Pinghan railroad toward Hankow, the
Central Chine commander PAI Chung~hsi eppears %o be resdying his forces
for a husty evacuation of that important central Yangtze port ares.
The smericen Mission school in “uchange-across the river from Hankowse
has been asked by PAI's headquarters to wacate their buildings by
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16 April to allow use of the premises a8 the advance headquarters for
the Central China Command, Indications are that PAI's main headguerters
probably will be moved south to Changsha as the first phase in withe
drawal to his home province of Kwangei. Almost all of PAI's heavy
equipment has long since been moved south. The timing for the with-
drawal of his troops is dependant upon the rapidity of Red troop move-
ments toward Hankow, PAI will probably offer only token resistance

in the Hankow sector, thereby conserving his troops for possible
inclusion in a southern bloc or en suthonomous Kwangsi regime.

Communists infiltration of Taiwan-- Incressed Communist activity np#
in Taiwan is apperent and Taiwanese dissatisfaction with Nationalist
Chinese rule continues to mount. The Chinese Communist radio recently
ermounced the presence of a Taiwsnese woman Communiet in North Chins,

s Hong Kong Communist group has announced its program for Taiwan,

and the distribution of Communist propaganda on the ieland has been
greatly increased. The Cormunists may also have been active in the
recent student demonstration in Taipei which led to the detention of
some twenty stidents and to the closing of the university. -The srrival
of edditional mainland troops may provide the means for further Cowm-
munist infiltration. Meanwhile, soaring prices,  rowing economic
instability and Chinese corruption, especially es evidenced by recent
private transactions in US military equipment, are fanning the flanes
of Taiwunese resentment against Chinese rule and incrsasing the
possitility of an uprising.

Soviet Policy in Manchuria-- Scanty reports coming out of Man- *g®
churia indicate that slthough USSR covert influence there is powerful,

the Soviet is operating through the Chinese Communists, and is being

cereful to avoid either jeopardizing the USSR's strong legal rights in
Manchurie or offending Chinese Communist nationalist sensibilities.

There are apparently no Soviet troops in Manchuria outside the Hvantung
Peninsuls, with the possible exception of detachments reported tv be “
engazed in training Chinese Communist forces in Harbin and Chismussu.

There arc¢ & number of Soviet reilwny guards and advisers employed

in connection with the Chinese Changchun Railway--established by the

- August 1945 Sino-Soviet Agreement and consisting of the former Chinese
Eastern and South Manchuria reilways. The USSR, however, is not
participating in the sdministration of the Railway, which, under the
Agreement, was to have been operated jointly by the USSR and the Be-

public of China. For the sake of observing its legal railway obligations

to the letter, the USSR will probably not join in the railway adninistration
until such time as the Chinese Communist regime is recognized as the
Government of Chins, following which the USSR will be in a strong legel
position to consolidate its gains in Manchurie, an area that the USSR
regards as strategically necessary in a future struggle with the Wast,
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and an essential link in e chain of buffer astates elong the Siberimn
land frontier.

The Chinese Communists have thus far not opposed Soviet expensioniet

desiyns on Manchurie. On the contrary, North Shensl radio hes broai-
cast a major policy statement, amountiag to incressed emphesis on a
satellite f'oreign policy. The broadcest resffirmed Chinese Comrwnist
loyaity to the USSR and endorsed, for the first time, the Sino-~Sorist
Ireaty of 1945. and characterized Soviet oucupution of Dairen and Port
Arthur as "severe blows to imperislist ag&resulon in the Far East and
far-reaohxng guarantees of the irterests of the Chinese people against
aggression.”

Netionalist Inflation=~ Perhaps the lest spiral in the influntion
of the gold yuan begen this week with the Shanghai market’s unfavorable
reaction to the dumping of 60,000 cunces of gold by the Centrel Hank
on April 4. The 100% spurt in prices touched off by the Central Bank's
supposedly deflationary action is apperently s sign that the gcl#
yuan will shortly be repudiated by the Chinese people and thet the
Nanking Government will have lost its last sourcs of income, the print-
ing press, The Government's A:ril budget callsd for nearly one leillion
gold yuan, to be cbtainsd largsly by incressed note issue., If deprived
of this income tv support its civil wnd mililery functions, the Fowerne
ment®s last figmeuts of authority will be seriously threatened, su will
its position at the Peipling peace tabls.

Communist Trede-- While there is a definite trend towards ravival
of trade with Communist-held Horth Chins, the guantity of this fwads
handled at Tientsin during March wes extromely small. From 19 Februery
to 28 March, only sevem or eight small foreign ships unloaded cargos
at Tientsin. The newly-opened Tientsin Customs Administration roported
that Hong Kong cargos, the majority, totaled US $18.000 in walue.

This amount is only a fractlon of pre<lemmunist Tienbsin Imports
which exceeded US $500,000 monthly in esrly 10348.

Lond Reform-- Ope of the few attempts at land reform in North
Chine arcas of recent Communis® eocupstion wes announced reccntly fov
the Tientsin vicinity. The pertinent prowisions of the rcform
ere that: public land shall continue to be rented; "lundlords” will
receive farms “generally equal" to othors, put in & number of cusen
may retain their holdings; wsaltny middle class farme:y' and poorer
people who till their own land "shall have protection”; no land farmed
by mechines shall be confiscated; and land will be confiscatec by and
becore the property of the Tientsin Peopie‘s Onovernment alone. This

Se——
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cauticus program st most provides for state expropriation and control
of small smounts of land. The government will not redistripbute land
but instead will rent to “unemployed end pcor temant farmers.” The
purpose of Tientsin land reform is not o erare the inequalities of
feudalism or to fulfil the promises of SUN Yet-sen, but to "protect
and develop agricultural production, in view of the arrival of syring
cultivation,™ according to the Communist anncuncement.

- BURNA

Xaren~Purman fighting renewed--The Karen "surrender"”, as amnounced by
the Durmese Government, failed to materialize after two days of negotia-
tions and military operations have be n resumed against the Karen forces
at Insein, 10 miles north of Ranjcom. This action wus teken after the
Karens ignored stringent Government peace terms, evidently designed to
give the impression that the Karens were repentunt and humble.

Pemporary Karen participation in nogotiations with the Government
however, v.as primerily motivated by the Commorwealth anbassadors® endorse.-
ment of Thakin Nu's peace-talk invitation. Since the Goverrment had
taken the initiative in erranging peacs discussions, the Karens expectad
to win considerable concessions, particularly in the matter of a separate
Karen state. The Goverment, larpely at the insistance of Suprene
Cormander Ne Win, demanded instead that the Karens surrender their arms
and yersonnel and that Karon army mutineers be treated as any other mati.
peers. Such terms amounted to unconditional surrender and were ob-
viously unacceptable to the Karens who were willing to continue the
strugcle. Finally, when Karen counter~proposals--including a Burma-wids
truce between Karen and Government forces-~were vejected by the Governe
ment, the Karens apparently felt that further negotiations were useless.
Although new efforts may be made to mediate the Karen-Burman conllict
and i1t appears that Thekin Nu may have been and possibly still is willing
to explore the possibilities of s peaceful settlement further, no simple
or lasting solution is to be expected in the near future. The Karens in
all 1ikelihood will continue their strugg;le until they obtain an autono.
mous state and are permitbted to retain the arms with which to delend
themselves, or until they suffler severe military reverses.

INDONNSIA

Dutch vie for Republican troop control--a contest for control of
the Republic's crack Siliwengi Division is currently tuking place between
Dutch and Republican officials in Tes%: Java. In February, the Dutch Army
suggested to the - Dutoh~controlled Pasundan{Test Java)Govermment thet

@SN
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INDONESIA (continued)

they ask the Siliwangi Division's aid in restoring order in the area

by neutralizing the funatical loslem and pro-Communist armed bands that
were terrorizing the populace and destroying important installaticns.
The Pasundan Govermnment forwarded the Dutch suggestion. There presently
appears to be a dif erence of opinion among the 14 Siliwangil tattalions
of the Division in the vicinity of Bandoeng. The Dutch have recertly
claimed that five of the battalions have come over to their side. It
appears now, however, that only two of the Siliwangi battalious have
actually turned themselves over to the Dutch, while the léyalty of the
other threoe still wavers. Republican leaders who have been consulited
are opposed to the idea of cooperation with the Dutich at the prescut
time and recommend that extremist groups bo eliminated after a settle-
ment with the Dutch is reached. Inesmuch as the Pasundan Government is
pro-Republican in sentiment and the son of its highest official iz an
influential officer in the Siliwangi Division, it is believed that only
a small portion of Siliwengi troops will accept the Dutch offer. If

the Dutch Army carries out its threat to attack Siliwapgl units at this
point, the majority of Siliwangi battalions, still loysl to the Republie,
sre ocapgble of carrying cut prolonged end intensified guerrilla warfare.

PHILI PPINES

Nacionalistas play both ends--Contrary to Party policy in the Senate,
Nacionalista Party members in the House of Representetives may lond
their strength to the Avelino faction of the Liberal Party. duch an
sction would imperil President Quirine's position and give the Nacfonalw
istas the same important bargaining positior in the louss which they now
hold in the Senate, whore Quirino's control is completely dependert upon
their temporary support. (See B/FE Weekly [48). In the ilouse, although
Quirinistas have greater strength than the pro-Avelino Liberals, they
cannot defeat a possible combination of Avelinistas and Nacionalistas.

On 5 April, three Nacionaligtas and four pro-Avelino Libsrals
filed a resolution in the Ilbuse to impeach President Quirinoe on charges
of extravagance, misappropriation of funds, and abuse of power in
abetting graft and corruption. Quirino himself asked for irmediate
action on the resclution. Soms political obsorvers believe that this
move i8 part of a lacionelista plan to wreck the Liberal Party, the
first phase having been the Senate's discrediting of aveline and the
second to be the llouse's undermining of the Quirine faction. It is ex-
pected that Quirino's impeachment will bLe defeated but his prestipe will
decline as the charges of corruption and dishonesty are publicized
throughout the Philip 'ines. The Hacionalistas can ba expected to take
full advantage of Liberal Party dissension to improve their brightening
prospects for victory in the fall elections.
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